JAR 13 1393

CERTIFIED MAIL

Dear Applicant:

Ye have considered your applications for recegnition of sxamntion from federal
income tax under sectians 501{c} (3}, 5014c)(4), and 501(c) {7} of the Internal

22
{
Revenue Code. We have determined that you do not qusalify for exemption under
any of these Code ssctions. Our reasons for this determination and the facts
upon which it is based are explained bhelow,

Your applications for rccognition of axemption from fedzral incowe tax under
the Code sections stated above were sebmitted concurrantly.

Your submitted information discloses that you were incorporatsd on e ,

. unGer the laws of the State of . Your purposes, ag statad
in your articles of incerporation, are "help poor. needy and homeless pecple,
aouging, food, clothing”. *

Your articles of amendment were f£iled with the Stats of on

. Your articles of amendment disclose that you verc
incorporated as a church and ¢harity group.  Your provision for dissolutien
within your articlss of amendment contains no intent to distribute your assets
for an exempt purpose within the meaning of Code section 501{c) (3) upon your
dissolutien. Instead, it provides that upon the desth of your founder and
oversesr, . @ member of her family will raplace har.

Part II of vour Form 1023, Application for Recognition cf Exemption under
Section 501(c)(3) of the Internal Revenue Codz, discloses your sources of
revenue, the compensation paid to your governing hody, and your activities.
Your revenue is stated to come Zrom fund-raising, other organizations, and
government contracts. Compensation to be paid to your founder,

» ¥ill be on a percentage based on fund-raisers. Your activities R
will involve providing free gifts in return for large contributiong, providing. .
‘job services for a fes, and providing mertgage services for a fza. You intend )
to intervene in political campaigns. e




candlda*e for public offlce.

Fart IT of your Form 1024, Application for Recognition of Exemption under
Section 501(a), discloses vour sources of ravenus, the compensation paid to
your governing bedy, and your activitiss. Your revenue is stated to come from
spiritual services, gevernment contractsz. contribution selicitations, and the
sale of products as fund-raising items. Conpensation to be paid to your
founder, NN, il1 be pzid on a percentage basis.  Your
stated activities consist of conducting upirltual services; housing LOKter and
dav~care children; providing food, clothi ing, and shelter for poor families

and helping churches spiritually and financially. You have not submitted anv
information to substantizte who in your organization vill conduct these
activities, how these activities will be conducted, and where these activities
will be conducted.

Schedule B of your Form 1024 contains infermation t egarding wour intent to
apply for recognition of exemption under Code section 501(e)f4). You
indicated that you will psrform ssrvices for menbers, shareholdears, and
others. Such services were stated to consist of programs relaving to
mortgages, food, housing, and jobs. VYou provided no detaile as to vho Jould
conduct these activities, and vwhere and how these activities will be
conducted. You also claimnd exemption as a homeownars asscciation and
provided nc details explaining how vou will conduct activities relating to
this exenption.

Schedule D of your Form 1674 contains information regaralnq your intent to
apply for recognition of exemption under Code section 501(c){7). You
indicated that you intend to sesk public patronage of vour facilities or
Jctivities by advertisemsnt. VYou also indicated that nonwembers, other thah
guests of members, will be permitted to use your facilities or attend your'.
functions. You explalned that such nonmember participition will involve
spiritual services, a housing program bv incens, day care-by income, and a
soup kitchen. '

Section 501(c)(3) of the Internal Revenue Code provides for the ex cemption frem
tederal income tax fnr corporations ocrganized and operated exclusively for '
religious, charitable, scientific, testing for public safety. Yiterary, or:
educational purposes, or to foster national or international anateur ports
competition, or for the prevention of cruelty to children or animalsg, no part.
of the net earnings of which inures to the benefit of any private sharehclder
or individual, no substantial part of the activities of whic h is carrying on
propaganda or otherwise attempting to influence lagislation, - and which: doés.
not. participate or intervene in anv political caipaign on beha1£ qf ang“j,:‘




f h4tota1 receipts.

Section 1.501(a}-1{c) of tha Incom: Tax Regulations dzfinas rthe words Ysrivate
shareholder or individuai® as reforriny to vperscus having 5 personal and
privats interest in the activities of the oroanization,

Section 1.501(c) {3)-1(a){1) of the Regulations prevides that to be exemrt as
an organization described in Code saction 501(<}(3), an organization must be
both organized and operated exclusively for one or more of the purposes
specified in such section. If an organization fails to meat aither the
organizational test or the cperational test, it ig not axenpt.

Section 1.501(c) {3)~1(b) (4) of the Regulations provides that an organization
is not erganized exclusively for one or hore exmempt purposes unless its asgsts
are dedicated to an exempt purposz. An organization's assets will be
considered dedicated to an E€xempt purpose if upon diszolution, such assets
woyld by reason of 3 provizion in the organization’s articles or by operation
of law, he distributed for one ov more exempt purposes, or to the Federal
government, or to a State or local government, for a public purpesze, or would
be distributes by a court to another organization to be used in such manher asg
in the judgement of the court vill best accomplish the general purposes for
vhich the dissolved organization vas organized.

Section 1.501(c){3)-1(c) (1) of the Ragulations provides that sn organization
will bhe regarded as "operated exclusively” for one ar more exsmpt purposss
only if it esngages primarily in activities which mplish one or more of
such exempt purposss specified in Code secticn 5 3).  An organization
will not be so regarded if more than an insubstantial part of itg activities
is not in furtherance of an exempt purpose,

Section 1.501(c)(3)~1(c){2) of the Regulations provides that an organization
is not operatesd exclusively for cne or more exenpt purposes if its net
earnings inure in vwhole or in part to the benefit of private shareholders or
individuals. Section 1.501ta}~-1{=) of ths Regulations defincs the words
"private shareholder or individual™ in section 501 as referring to parsens
waving a personal and private intzrest in the activities of the organization.

Section 1.501{c) (3)~1(c) {3} of the Regulations provides that an organization
is not operated exclusively for one or more exenpt purposes if it is an
"action" organization. Subparagraph {1ii) of this section defines an "action®
organization as an orgaaization that participates or intervenes directly or
indirectly on behalf of or in opposition to any candidate for public office.

In Church of Scientolegy of Californix, CA-9, 87-2 USTC, Paragxaph 9446Q'fh§“

IRS ‘properly revoked a church's tax~exempt status because a vortion of its
earnings.inured to the benefit of the church's founder, his family, and a
private noncharitable corporation controlled by key church officials. 2

“tinding of inurement was supported by the fact that the founder received
payments3and-payments‘based on a percentage of the church's -

excassive royalty

‘
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In Q&.izgl:s_g.l,_gby_r.,c_b_@_.ge.s.ug__c_h_-r_ig;t;,I.es;. 5% TCH 144, the tax-exempt status
of an organization incorporated for religiovs purposes was properiy ravoe!
The organization's commercial activities were fap more than incidzantal ¢ 5
exempt activities and the crganization failed to prove that none of ite inceme
inured to the benefit of private individualy.

Section 501(c) (4} of the Code provides, in rart. for the exempticn from
federal income tax for c¢ivic leagues or Organizations not organized for profit
but operated €xclusively for the rrometicn of zocial va2lfare,

Section 1.501i{c){4)-1{a){1) of the Regulations provides that i civic league or
organization mav he exempt as an organization deseribed in Code gaction
501(c) (4) if 4t is pot organized or cperated for prefit, and is operated

exclusively for the premotion of social welfarc.

Section 1.501(c) (4) =143} (2) (1) of the Regulatd
organization is oparated exciusively for the nromotion of social welfare if it
is primarily engaged in promoting in some ¥ay the common good and weneral

welfare of the people of the community. An organization embraced within this

section is one which is operated primarilv for the purposs of bringing about
civic betierments and social improvements.

Q

ns provides that an
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Section 1.501{e) {4)~1{a) {2) (i) of the Regulations provides that tha promotion
of social welfare does not include direct or indirect prrticipvation or
intervention in political campziygns on behalf of or in opposition to any
candidate for public office. Hor is an crganization operated primarily for
the promotion of social welfare if itg primary activity is carrying on a
business with the general public in 2 manner sipilar to organizations vhich
are operated for profit.

Section 5C1{c){7) of the Code provides for the sxemption from federal incone
tax for clubs organized for rileasvre, recreation, and other nonprofitable

purposes, substantially all of tha activities of vhich are for siuch purposse.
and no part of the net zarnings of vwhich inures to the benefit of 3ay private

shareholder or individual.

Section 1.501(c){7)-1(a) of the Regulations states that the exemption pravided
by Code section 501(z)for organizations descrihed in Code section 501 {ec) (7)

applies only to clubs vhich are organized angd operated exclusively for
pleasure, recreation, and other nonprofitable purposez, but does not apply to
any club if any part of its net earnings inures to the benefit of any private
shareholder. o




The disszolution provision w

1 g€z of amendment do not provide for
distributing your assete fo
S

thin vour arti
n exempt pur

a s& within ths meaning of Code
section %01{c) (33 upon yeur dissolution. Tnstazad, vour dissolution provision
provides that vour f{nunder ang crersaer, » ¥ill he
replaced by a memper of her family upen her death,  vou therefore dn not peet
the organizational test of Code saction 501{c) {3},

Your activities of providing free gifts ntributions,
providing job wervices for a fee, and prs c2s for a fese do
not accomplisii ene or morz of the axempt Code sectien
501 (c) (3). Mo avidence sxists within yo rate that such
activities will ant he more than insubst ctivities are
commeércial in nature and more than incide are similar to
those of the crgarization found in Univers 1Irist, Yoo

You thercfore do not meet the opevraticnal 501 () {3y ag

provid:d in Regulations taction 1.501(c)i3)-1(e) (1

The compensation vou v¥ill pay to your fouander is hased upon &
fund-raiser proceeds. Compansation of thisz nature ie

of yeur ¢arnings for the benefit of your founder, as wa
Scisntology of California. You thercfors do nat meet t
Code section 501{¢)(3) as eprovided in Regulations zacti

found in Church of

[~
he operatisnal test of
on 1.501{e) {3}~ (c}!2)

Your intant to intarvene in politica? campaigns

iiflcates that YOu are an
I's
A

"action" organization as defined in Regulatj snction 1.50%{cY (3)~11c) (3},
You therefore do not neet the operational tas: of Code scction 501(e} (3) ag

provided in Rezulatiens secticn 1.5011c) (3)-1(c) i3},

5

Because you do not meat Loth the organizational and operaticnal tests of Code
section 501(c)({3), you do not gualify for exemption from Federal incoms tax as
an organization described under that Code section,

(PR
A

Your activities of providing free gifes in rature for large con ributions,
providing job services for a fee. and providing mortgage services for a fea
are commercial in nature and nore thar incidental. The compensaticn on a
percentage basis that vou will Pay {6 vour founder ig indicativa of inuremsnt
of your net earnings for your founder's private benefit, You intend to
intervene in political campaigns. Such operations do not consgtituts the
premetion of social welfare as that term is provided for vithin Regulations
section 1.501{c}{4)-1(2}(2)., Per Regulations section 1.501(cy{4)~1(a) (1}, you
de not qualify asz 2 civie organization described in Code section 501 (c) (4)
because you are operated for profit and are not operated exclusively for the
promotion of zocial welfare.
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You are not organized and operaled exclusively for pleasure, recreation, and
other nonprofitable purpeses. The compensation on a percentage basis that you
will pay to your founder is indicative of inurement of your netl sarnings for
youx founder's private benefit. You thersafore do not. nest the requirenents of
Ragulations section 1.501{c) {7}-1, and do not gqualify as a secial club B

. described in Code section 501 (¢} {7} .

In accordance with this determination, you are 2 tarable entity and nust file
Federal income tax returns on Form 1120. If vou do not accept.our findings,
've_recommend‘that you reguest a conference with a menber of our Regional
Office of appeals. Your request for a conrerénce should include a wvritten
appeal giving the facts, law, and any other information to support your
position as explained in the enclosed Publication §92. You will :then be
contacted to arrange a date for a conference. . The confarence may ba' hald at
the Regional Office or, if vou request, at a mutually convenient pistrict
office. If we do not hear from you within 30 days £rom the date of this
letter, this determination will beceme final.

1f you do not protest this proposed determination in a timely manner, it will
be considered as 2 failure to exhaust available administrative remedies.
Section 7423(b) (2) of the Internal Revenue Code provides, in part, that, "A
declaratory judgement or decree under this section shall not he igsved in any
proceeding unless the Tax Court. the Court of Claimg, or the district court of
the United States for the District of Colunmbia determines that the '
organization involved hags exhausted administrative remedics available to it
within the Internal Revenue Service."
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It

¥ yours,

District Director

" Epclosure: Publication 892

Cec: State Attorney General N




